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Key Economic Indicators 
(Millions of U.S. Dollars Unless Otherwise Indicated) 


GDP at Market Prices (Nominal) 
GDP at Market Prices** 
Private Consumption 
Public Consumption 
Gross Fixed Capital Formation 
Changes in Capital Stock 
Population at Mid Year (Millions) 
Per Capita GDP (Nominal) 
Per Capita GDP** 
Inflation Rate (Annual Rate) 
Total Money and Quasi Money (M2) 
Net Domestic Credit 
-- of which: Private 

Public 
Rediscount Rate 
-- Treasury Bills (Percent) 
-- Savings Deposits (Min. Pct.) 
-- Loans and Advances (Max. Pct.) 


Balance of Payments 


Exchange Rates: 

Shillings to US$ 

Exports (FOB) 

-- to U.S. 

Imports (CIF) 

-- from U.S. 

Imports (FOB) 

Trade Balance 

Net Services and Transfers 
Net Investment Income 
Current Account Balance 
Net Capital Account 

-- Private Long-Term 

-- Gov't. Long-Term 

-- Gov't Short-Term 
Overall Balance 

Gross Foreign Exchange Reserves 
-- Months of Import Cover 
Debt Service Ratio: 

-- Percent of Exports 


*Percentage changes were calculated in original shilling values 
to conversion to dollars. 


** 1992 as a base year. 
*** Embassy and Kenyan Government Projections. 


1989 


8,324.0 
4,589.3 
5,149.7 
1,552.4 
1,653.8 
444.4 
23.2 
358.8 
168.7 
10.5 
2,335.8 
2,676.8 
1,715.6 
961.2 


14.0 
12.5 
18.0 


1989 


20.7 
920 
68 
2,180 
133 
1,951 


-1,031 


772 
-324 
-584 
658 
68 
538 
52 
78 
420 

2.3 


29.0 


1990 


8,724.7 
4,321.7 
5,315.9 
1,601.8 
1,564.4 
300.0 
24.0 
363.5 
153.4 
12.6 
2,523.6 
3,051.4 
1,727.0 
1,324.4 


15.9 
13.5 
19.0 


Percent 
Change* 
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3 
SUMMARY 


After four years of impressive performance, Kenya's economic 
growth rate declined in 1990. Key contributing factors were 
the worsening foreign exchange position, poor performance in 
the agricultural sector, and governmental budgetary spending. 
According to official Government of Kenya (GOK) statistics, 
1990 real gross domestic product (GDP) grew by only 4.5 
percent, compared with an annual average of 5.2 percent during 
the 1986-89 period. GDP growth is expected to decline further, 
dropping to 4.0 percent or lower in 1991 as tea and coffee 
prices remain depressed, coffee production declines, and 
tourism stagnates. Kenya's recorded 3.4 percent population 
growth rate undercuts the per capita impact of any aggregate 


growth. In real terms, per capita income rose less than 1.0 
percent in 1990. 


GDP growth in agriculture slowed even further in 1990 to 3.4 
percent, compared with an average 4.0 percent in the 1985-89 
period. Low international coffee prices, rising costs of 
production, and unfavorable weather contributed to the 
weakening in this sector. Production in manufacturing and 
commerce also declined, reflecting a general economic 
recession. Total wage employment grew by 5.1 percent, creating 
only 91,000 new jobs in 1990, a number far short of the 
employment needs of the approximately half million annual new 
entrants into the job market. 


According to government sources, inflation increased by several 
points from 10.5 percent in 1989 to 12.6 percent in 1990. Many 
economic experts regard this figure as too low. The GOK is 
currently revising its methodology for calculating the consumer 
price indices on which inflation figures are based. Initial 
and informal results of this exercise for 1991 point to an 
inflation rate above 20 percent, possibly as high as 25 
percent. Despite the GOK verbal commitment to economic 
stabilization, inflation, money supply, and government 
expenditures remain high. Money supply (M2) grew by 20 percent 
in 1990. Rising inflation has been driven by the relaxation of 
price controls, high petroleum prices, and increased cost of 


imports arising from the continued depreciation of the Kenyan 
shilling. 


At $6 billion, Kenya's external debt burden is onerous, but not 
yet completely unmanageable. Commercial debt represents only 
15 percent of overall debt. The 1990 debt service ratio of 
27.5 percent is down from a 1989 level of 32.4 percent. Debt 
forgiveness from the United States and Germany, and Kenya's 
past willingness to comply with World Bank and International 
Monetary Fund restrictions on official and government 
guaranteed borrowing have helped to brighten the otherwise 
worrisome debt picture. Nevertheless, many projects requiring 
commercial loans remain on the drawing board for lack of 
funding, including ambitious projects in telecommunications and 
reconstruction of the sugar industry. 
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Another major trouble spot in the Kenyan economy is the 
weakening balance-of-payments. In 1990, Kenya recorded a $147 
million balance-of-payments deficit, the largest in recent 
years. Foreign exchange reserves were also down to a level 
sufficient to provide only several months of import coverage. 


In 1991, the situation is no brighter. Tourism earnings 
stagnated due to the adverse impact of the Gulf Crisis in the 
first quarter of the year and unfavorable weather conditions 
caused low agricultural production in most sectors. The only 
bright spots are likely to be tea and horticulture. New 
incentives for horticultural exports and the announced 
construction of new refrigeration facilities at the exporting 
airport have helped to promote this relatively new export. 


Kenya has been far too dependent in the past few years upon 
foreign assistance, currently its major source of foreign 
exchange. This over-reliance is a real danger sign, especially 
since assistance flows have fallen from a high of nearly $l 
billion in 1989, to about $650 million in 1990. 


ECONOMIC STABILIZATION AND STRUCTURAL ADJUSTMENT 


In 1987, Kenya embarked on a major stabilization and structural 
adjustment program supported by the World Bank Sectoral 
Adjustment Lending and co-financing from other donors. As its 


part of the package, Kenya pledge to implement agricultural, 
industrial, financial, export development, and parastatal 
structural reforms. Kenya's performance under the Structural 
Adjustment Program has been mixed. On the positive side, the 
GOK did undertake some liberalization initiatives, but economic 
growth, government expenditure, and government financial 
targets still were not met. Symbolically, the budget deficit 
widened to 5.3 percent of GDP in FY 1990/1991, from a.level of 
4.7 percent the previous year. This level is far above the 


Government's 2.5 percent target for 1990/1991, and 2.0 percent 
for 1991/1992. 


Kenya's liberalization efforts were composed more of 
announcements than implementation, although some action was 
taken. In early 1991, the government announced preliminary 
divestiture plans for the parastatal sector, established an 
export processing zone (EPZ) authority, decontrolled interest 
rates, and improved incentives for Manufacturers Under Bond and 
EPZ investors. In June, the Vice President and Minister for 
Finance reaffirmed government commitment to the liberalization 
of import and foreign exchange controls, and stated that duty 
exemptions for eligible exporters would be strengthened and the 
export compensation scheme improved. In July, a list of 
companies targeted for divestiture was announced, and a 
parastatal reform committee named. By September 1991, one 
privately owned EPZ had been constructed in Nairobi and two 


government-owned EPZs were planned, one near Nairobi and the 
other in Mombasa. 
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INTERNAL CONSTRAINTS 


Despite a predominence of parastatals, historically Kenya has 
been one of the most open economies in Sub-Saharan Africa. If 
parastatals are included under the private sector rubric, they 
account for over 70 percent of GDP and contribute approximately 
60 percent of gross investment, one-third from foreign 

sources. However, the overall industrial growth rate in the 
last 12 years has been unimpressive. While the recent creation 
of export processing zones might enhance Kenya's 
competitiveness in manufacturing, the normalization of trade 
between South Africa and other African countries could undercut 
Kenya's growing market in eastern and southern Africa. 


Perhaps the most serious problem for the private sector has 
been the lack of investment resources. Demands from the poorly 
performing and highly subsidized public sector have tended to 
consume the lion's share of readily available sources of 
finance. Despite efforts at reduction, public sector borrowing 
still consumes 46 percent of total domestic credit. Some 230 
parastatal companies, many of which are unprofitable, cause a 
severe drain on the treasury. In July 1991, the government 
listed 139 of the firms to be privatized. 


FINANCE 


The financial system is composed of the Central Bank of Kenya, 
28 commercial banks, 59 non-bank financial institutions, ll 
building societies, 5 development finance companies, a large 
post office savings bank network, 37 insurance companies, and 


over 1,200 weakly structured cooperative savings and credit 
societies. 


In 1991, the government decontrolled interest rates and passed 
a new banking act which will give the Central Bank wider 
Supervisory powers over all Kenyan financial institutions. The 
government has announced plans to broaden market-based 
instruments to provide longer term financing and to develop a 
sound capital market. The Capital Markets Development 
Authority, established in 1989, is seeking authority to review 
activities of the Nairobi Stock Exchange, and to establish 
rules conducive to active trading, thus encouraging Kenyan 
companies to raise funds through equity. 


INDUSTRY 


Although its industrial sector accounted for only 13 percent of 
1989 GDP and employed only 182,300 workers, Kenya is still the 
most industrialized country in East Africa. Manufacturing 
activities include food processing, beverages and production of 
tobacco, footwear, textiles, cement, metal products, paper, and 
chemicals. In 1989, manufacturing output grew in Kenyan 
shillings by 5.9 percent, reflecting perhaps the initial impact 
of a $110 million World Bank Industrial Sector Adjustment 
Program started in 1988. 
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Industrial expansion since independence has been geared towards 
import substitution and the East African market. Industry has 
been heavily protected. In order for Kenyan manufacturers to 
become more competitive in world export markets, the government 
has articulated plans to create a more favorable climate for 
foreign and domestic investment which has been stagnating for 
the past 10 years. Elements of the plan include liberalization 
of imports, rationalization of tariffs, and promotion of export 
policies aimed at making industry more efficient and 
competitive. Results to date have been mixed at best, with 
announced changes clearly outpacing action. 


AGRICULTURE 


Agricultural production, the backbone of Kenya's economy, 
contributes approximately 28 percent of total GDP, employs over 
70 percent of the work force, and generates about 60 percent of 
foreign exchange earnings. Small-scale farmers account for 
more than three-quarters of total agricultural production and 
over half of its marketed production. 


Although coffee prices improved somewhat in 1990, generally 
depressed world market prices, high production costs, and 
mismanagement in general, made coffee farming unprofitable. 
Coffee output declined to 1.74 million bags in 1989/1990 (from 
1.95 million bags in 1988/1989). Production in 1990/1991 is 
forecast to decline further to 1.6 million bags. 


In the grain sector, due to the shortage of arable land, 
priority has been placed on improving yield per hectare, 
increasing high value production, and employing intensive farm 
activities. The government has also placed a high priority on 
maintaining a food security reserve. After several years of 
discussion, the government announced liberalized grain movement 
controls, but may now be backing away somewhat from these 
reforms in response to fears that inadequate rains could 
deplete grain reserves. Liberalization initiatives have also 
stalled in the areas of greater privatization of grain 
marketing and price controls. 


AGRICULTURAL TRADE 


Agricultural exports continue to dominate Kenya's foreign trade 
picture, and given the structure of the Kenyan economy, they 
will continue to do so for the foreseeable future. Coffee, 
tea, sisal, pyrethrum, and horticultural products predominate, 
with coffee and tea accounting for 40 to 50 percent of overall 
export earnings. The suspension of the economic provisions of 
the International Coffee Agreement in July 1989 temporarily 
disrupted markets and drove prices to historical lows. To 
compensate, Kenya increased its export volume and substantially 
drew down its stock carryovers to about one million 60 kilogram 
bags by the end of 1990. Prices somewhat improved for Kenya's 
quality arabica coffee in 1991. Nevertheless, coffee earnings 
declined from $274 million in CY 1988, to $200 million in 1990. 
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Coffee is unlikely to play the dominant role in Kenya's export 
mix as it has in the past, and despite its high quality, tea 
will not make up the difference. The newest hope on the 
horizon is horticulture. Horticulture exports increased from 
134,178 metric tons valued at $108 million in 1989, to 188,825 
metric tons valued at $139 million in 1990. Fruit and 
vegetable exports in high volumes were recorded, and flower 
exports registered impressive earnings. 


On the import side, Kenya brings in primarily sugar, wheat, and 
vegetable oil. Both domestic production and imports of sugar 
declined in 1990. Wheat imports increased to compensate for 
large shortfalls in domestic production. Finally, Kenya has 
long imported large quantities of palm oil (150,000 tons 
annually) to meet the large consumption gap for vegetable 

oils. The government is now trying to limit imports. It 
remains to be seen if domestic production will rise to fill the 
gap. 


TOURISM 


In 1990, tourism maintained its lead as the number one foreign 
exchange earner. In U.S. dollar terms, tourism earnings 
increased by 11 percent. National hotel occupancy rates 
remained low, just at the break even point. Coastal hotels 
showed a marked improvement in 1990, but this trailed off 
during the Gulf War-induced decline in early 1991. 


Bookings have risen dramatically for the 1991 Christmas season; 
earlier losses may now be recovered. The Kenyan Government is 
working hard to improve performance in the tourist sector. The 
recent liberalization in the Air Charter Policy should provide 
a major boost for coastal tourism, and the depreciation of the 
Kenyan shilling has helped to offset the adverse impact of the 
1991 Gulf Crisis and higher fuel costs. 


ENERGY 


Kenya depends largely on wood, petroleum products, and 
hydroelectricity for energy. The government regulates the 
importation and pricing of crude oil and petroleum products. 

In an effort to conserve foreign exchange and increase energy 
independence, Kenya is rapidly expanding hydroelectric 
generation and supply to rural areas. Ongoing oil exploration 
efforts have not found commercially exploitable deposits. Two 
foreign oil exploration companies are continuing to drill wells 
in northern and eastern Kenya, but prospects of a commercially 
viable strike appear remote after 36 years of exploration. 


IMPLICATIONS FOR THE AMERICAN BUSINESS COMMUNITY 


American/Kenyan commercial relations are broad based. Over 80 
American companies have subsidiaries, affiliates, or branch 
offices in Nairobi, which serves as the commercial center for 
the East African region. Total American investment in Kenya 
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has declined in the past decade, but is still second largest in 
value, after the United Kingdom. 


Resident businessmen frequently complain that extensive 
bureaucratic red tape and government corruption hinder their 
business dealings. Delays in the repatriation of dividends 
have become a frequent occurrence resulting in substantial 
losses from adjustments in the exchange rate. Despite these 
difficulties, many American firms have profited from 
investments in Kenya, and enjoy a good working relationship 
with the government. 


American exports to Kenya totaled $116 million in 1990. U.S. 
exports to Kenya concentrate on manufactured products, 
including such items as locomotives, aircraft parts, and 
telecommunications equipment. 


Major project opportunities for American firms exist in the 
following areas: geothermal energy development, the 
telecommunications sector, the lease/purchase of commercial 
aircraft, and new Kenyan export processing zone textile 
equipment. Current plans call for the development of an 
additional 280 megawatts of capacity for geothermal energy 
generation before the year 2005. In the telecommunications 
sector, Kenya Posts and Telecommunications Corporation may 
procure several new systems in the coming years. The Kenya 
Wildlife Service will be purchasing a number of aircraft and 
helicopters for its game parks. Finally, several local and 
international companies have indicated interest in establishing 
wearing apparel manufacturing operations once the export 
processing zones are established. 


The limited availability of foreign exchange for commercial 
imports, the high cost of imports due to the declining exchange 
rate for the shilling, the relatively high transport costs from 
the United States, and competition from Kenya's traditional 
European suppliers are major constraints in expanding sales of 
American products. American businesses have been frustrated by 
growing corruption. 


Businesses with specific questions on Kenya may wish to contact 
the U.S. Department of Commerce Desk Officer, Room HCHB 3317, 
Washington, DC 20230, tel: 202/377-4564, fax: 202/377-5198; 
Or the Foreign Commercial Service at the American Embassy 
Nairobi, Unit 64100, Box 51, APO AE 09831-4100. 


*U.S. Government Printing Office : 1992 - 311-913/40028 
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